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• Open textbook 

• One 8 VT x 11” sheet of notes 

• Neatness counts a lot! 

• Show all work in design note format 
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2. Tuition costs are expected to inflate at the rate of 8 percent per year. The first year’s 
tuition is due 1 year from now and will be $2000. A fund is to be set up today to 
cover tuition costs for 4 years in an account that will earn interest at rate i. How large 
must the fund be if/ = 5%? , K , 
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3. For a finance charge stated as 1.75 percent per month, what are the corresponding 
nominal and effective interest rates? 
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4 A 10-year corporate bond has a face value of $1000 and a coupon rate of 8 percent 
payable semiannually. A prospective buyer desires to earn a nominal rate of 12 
percent on investments. What purchase price would the buyer be willing to pay? 
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_ Data for three alternative investment plans are listed below. _ 

Salvage Life, Annual Net 

Alternative _ Investment _ Value _ Years _ Cash Flow 

X $ 6,000 $ 0 3 $2600 

Y 12,000 3000 6 2500 

Z_18,000_0_6_4000 


When the minimum attractive rate of return is 10 percent, which alternative should be 
selected if the individual alternatives ate mutually exclusive? 
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5% In point form, outline the principles recommended in the Wealthy Barber to financial 
independence. 
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